Introduction
With the rise of behavioral economics, we are becoming much more aware that we humans do not "naturally" make decisions like the rational beings depicted in neoclassical economics. We now know that humans regularly err in their decision making; humans are in Dan Ariely's (2009) words "predictably irrational." The purpose of this chapter is first to explore some of the main things we have learned or are learning about how the human mind often errs in economic judgment and decision making. The second purpose is to indicate what humans can do to remedy these errors. Such remedial actions are in effect investments in human capital (HC) as they raise human decision-making capability. The chapter focuses on both the most typical and important f laws in human decision making and a number of important ways that humans can avoid or reduce these errors. The approach taken here is to explore this subject utilizing only the contributions of a few key well-known authors.
What are people's main decision-making f laws? First, behavioral economic research indicates that our minds make many cognitive errors. 1 Second, our minds have limited cognitive capacity to deal with the complexity of the real world. And third, our minds often fail in decision making when strong negative emotions have been aroused. Additionally, our minds in decision making are too often oriented to seeking what we want or desire, not what is really good for us. That is the essence of the behavioral economic bad news. The good news is the increasing understanding of some important ways that decision-making and judgment errors can be reduced or avoided. To understand these errors and their remedies, this chapter surveys the different major behavioral economic findings concerning how the mind works in economic decision making.
Based on this, we can better understand both the f laws in our economic decision making that contribute to irrational outcomes and what kinds of HC investments can prevent them.
To illustrate the importance of the decision-making f laws and remedies, examples relating to eating and other behaviors thought to lead to obesity have been used. 2 It is, however, beyond the scope of the chapter to cite the voluminous empirical research relating to food and obesity. Further, it should be noted that this chapter has relatively little to do with brain physiology per se, that is, it is not about the functioning of the different parts of the brain. 3 It is about the behavioral economics of how well our mind works in making decisions and how that decision making can be improved.
Recall that in chapter 2 , in contrast with this chapter, the cause of the problematic behavior was a person's developmental failure, most likely caused by severe environmental circumstances. Such failures typically are noncognitive in nature. In the present chapter, the emphasis is on problematic behaviors such as f lawed decision making that are an outcome of people making decisions in their natural cognitive operating modes. The need for investment in HC here is, thus, not because of a need to remedy a person's developmental failure; it is not to correct a pathological situation; it is merely to counteract a person's usual nonpathological cognitive functioning.
Quite a few sections of this chapter are devoted to explaining about the different reasons why human decision making and judgment are often error-plagued and biased. Following these parts are sections explaining how appropriate investment in HC can often provide remedies that make decision making more rational and judgment less biased. Toward the chapter's end, a number of important implications are discussed.
Economic Man's Brain
To fully understand departures from rationality and how they can be improved, it is useful to start by considering economic man (econ man), the human stereotype of mainstream economics. If econ man were a human being, what could we infer about the nature and functioning of his/her mind? The answer is that econ man's mind would behave in accordance with rational choice theory and operate like a perfect machine brain. Thus, econ man has complete knowledge of the environment and knows all the alternative courses of action, the payoffs, and their probabilities (Simon 1955, 99-110) . The mind of econ man has unlimited computational skill with which to do calculations related to the courses of action. In the version of mainstream theory known as subjective
